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EDITORIAL
An interesting experiment was inau
Group Meeting of Insti
gurated in New York on December 6th
tute Members
when a group of younger members of
the American Institute of Accountants assembled at the Hotel
Astor to study and discuss the general subject of preparation of
accountants’ reports. This was the first of what will probably
be a series of meetings. It was frankly a trial balloon. If the
plan meets with approval and is found helpful by those who
participate in the meetings it may become a permanent feature
in the activities of the Institute. It must not be confused with
the students’ societies which play so important a part in the
preparation of men for accounting examinations in Great Britain.
This is intended rather to provide an opportunity for a free and
deliberate discussion without teachers and without scholars.
The papers on December 6th were read by three members of
prominent accounting firms, and about forty men who are mem
bers of the Institute were present. There was no intention to
make this a general meeting of accountants both within and
without the Institute; it was absolutely restricted to those who
are already members of the organization. The purpose was to
enable managers, seniors and, perhaps, semi-seniors to gather and
discuss problems which could be expected to confront every one
of them in the course of his professional work. The meeting
followed in general the plan of round-table discussions which have
become an attractive part of the annual meetings of the Institute.
The administration of the Institute felt that the interest displayed
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at annual meetings should not be limited to a meeting once a
year but might be continued, wherever it was thought desirable,
throughout the twelve months, with the exception, of course, of
July and August and possibly January, February and the first
part of March. If the experiment succeeds it will doubtless be
followed by the establishment of similar groups in the principal
centers of professional activity such as Boston, Chicago, San
Francisco and elsewhere. At the meeting in New York there
was an evident recognition of the value which may attend in
formal discussion, and plans are being made to continue the
meetings in the spring as soon as the worst part of the winter rush
is over. The group elects no officers, has no by-laws and takes
no definite action. It is merely an assemblage of men with a
common interest to discuss matters of common importance.
Perhaps no question which arises in the

Desirability of a Nat practice of accountancy has a more
ural Business Year

general appeal than the problem of dis
tributing the work of an accountant’s office over the whole year,
so as to prevent the hills and valleys of activity which entail a
great deal of inconvenience and prevent that even continuity of
work which is the best assurance of efficiency. The American
Institute of Accountants has always realized that the seasonal
nature of accounting practice is one of its worst draw-backs, and
there have been many efforts to encourage business men and
others to adopt fiscal years most suitable to their individual trades
or industries. The concentration of fiscal years of many of the
industries and businesses of the country at December 31st is due to
two or three fundamental causes. In the first place most people
grow up from youth with an idea that December 31st is the only
end of a year and anything which differs from the established
calendar is a departure of doubtful merit or even validity. So,
although the end of December may be the most inconvenient
moment in the whole year to close the books, it has been the
common practice to follow the calendar blindly. Lately came
the tax laws, the first of which would not permit anything but a
calendar-year closing, and it was only after strenuous efforts that
the laws were amended to permit each business entity to adopt
any fiscal year which seemed to it the most suitable. There was,
however, a great deal of inertia among business men, and some of
them were inclined to think and co say that nothing except a
2
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benefit to the accountant could be gained by adopting a natural
business year. This feeling, that accountants would be the bene
ficiaries of a change, has probably had as much as anything else
to do with the still prevalent adherence to December 31st. As a
matter of fact, however, the accountant is only one of the many
who will be assisted by allowing business to follow its natural
course. All tax-collecting offices, whether in nation, state or city,
would derive still more advantage from an even distribution of
the work. The saving to business men themselves would be a
substantial item. Take, for example, the case of a department
store which in the latter part of December has just passed the
highest peak of its business for the whole year. It is an expensive
undertaking to close the books, take inventory and do all the
other things which are incident to the termination of a business
year when the store itself can not possibly handle the work without
a great deal of additional assistance. On the other hand, by
waiting until January 31st the position will be greatly changed
and the regular staff of the bookkeeping department can do what
is required of it at less expense and with a far better probability
of accuracy. Uneven distribution of work of all kinds is emi
nently undesirable, and it seems to us that any economist, busi
ness man, banker or accountant, if he will give the matter due
consideration, will find himself convinced that everything possible
should be done to bring about an even plane of work.
The American Institute of Accountants
has taken a leading part in an effort to
encourage the adoption of the natural
business year. An organization known as the “natural business
year council,” with offices in the building of the American Insti
tute of Accountants, New York, has been formed. The council
consists of fourteen men selected from the American Institute of
Accountants, American Management Association, American
Trade Association Executives, Dun and Bradstreet, National
Association of Credit Men, National Association of Cost Account
ants, New York Credit Men’s Association, Robert Morris Associ
ates and Trade Association Executives in New York. This group
has prepared a basic statement, “The natural business year as the
proper fiscal period,” and a nation-wide campaign is being organ
ized which it is hoped will impress upon business men generally
the fact that adherence to anything but a natural business year is

Efforts to Induce
Reform
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expensive, unsatisfactory and injurious to all concerned. The
council which has been formed has an important task to accom
plish and it should receive the support of all accountants as well
as other men concerned in business. There is, however, some
thing more which is needed. The council will not accomplish its
purpose if the members of the various organizations which are
interested in it fail to exercise their own personal influence in
bringing about reform. The effort will fail if those who should
assist are content to let all the work be done for them without
doing something for themselves. Let us take the accountant as
an illustration. No one has more influence upon the policies of a
corporation than the accountant, who is consultant and advisor
as well as auditor. If in season and out of season the accountant
will endeavor to convince his clients that those of them who have
not yet adopted the natural year for the closing of their books are
losing a chance to improve their organization and to increase their
profits the movement will spread with great rapidity. An ac
countant reported the other day that one of his partners, who had
devoted a great deal of time to encouraging adoption of the nat
ural business year, had been instrumental in the past few months
in converting twelve clients to the theory of the natural year.
This was no doubt an exceptional case, but every accountant can
do something to impress upon the men with whom he comes in
contact that the natural business year should prevail.

At a recent meeting of the Illinois So
ciety of Certified Public Accountants,
Geo. L. Tirrell, chief examiner for the
committee on stock list of the New York stock exchange, spoke
upon the subject of financial reports required under the securities
exchange act of 1935. He drew attention to the fact that under
the act financial reports must contain full disclosure of the ele
ments included in the income accounts. The New York stock
exchange adopts a different policy, and requires its listed com
panies to give the investor a fair and comprehensible conclusion
and statement of affairs without the necessity for expert analysis
of all the items in the income and surplus accounts. Mr. Tirrell
said in part,

S. E. C. and Stock
Exchange Practice

“In its own experience with its listed companies the exchange
has striven for soundness of accounting principle as well as fullness
of information and accuracy of figures. In fact, it has empha
4
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sized as of primary importance that public statements of earnings
which include sums which do not represent true earnings are not
to be excused by disclosure. Where results shown are clearly
based upon unsound principles, the exchange has insisted upon
changes in the methods of accounting. Where the principles in
volved are debatable and accounting opinion appears to be di
vided, the exchange has in most instances expressed a preference,
but has not laid down a requirement. In all such cases it insists
upon full disclosure of methods employed.
“During the comparatively few years covered by the expansion
or boom period in the last decade and the depression period, cor
porate business has undergone more changes than during any
other similar period of corporate history. Changes are still
going on, both in business itself and in the legislative efforts
looking toward control and regulation. The profession of ac
countancy is undergoing a marked development of its standards
and practices. It would not be possible, and it would certainly
not be desirable, to attempt during a period of such rapid and
deep-seated changes to lay down a complete set of fixed principles
which would govern methods of accounting for American business.
“The exchange can therefore question matters of accounting
principles employed to greater advantage than can the commis
sion, both because of limitations in the law itself and because it
would not be a sound policy to give the weight of law to decisions
upon matters of this nature, thus crystallizing principles that are
in course of evolution along sound lines.”
Accountants will welcome this clear comparison of the require
ments under the securities exchange act and under the rules of the
stock exchange. It must be confessed that the latter system is
apt to present a more intelligible picture of condition than could
an absolutely fixed standard which all reports must follow. The
accountant has continually to bear in mind the fact that the
average reader of a balance-sheet or other financial statement can
not be expected to be as expert as an accountant in understand
ing the technical presentation. It is equally important, how
ever, that the investor recognize that it is impossible to reflect all
of the complex elements affecting the value of an investment
in a few brief, highly-summarized statements. In the sort
of statement required by the stock exchange accountants can
render important service, because of their knowledge of what the
figures mean, to all investors and to the general public. This is
one of the many ways in which the accountant of today can assist
in the development of bettering financial reporting. The work
which has been done by committees of the American Institute of
Accountants in collaboration with the New York stock exchange
5
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is one of the most satisfactory accomplishments of the profession
in recent years.
Readers of The Journal of Account
Contingent Fees in
ancy will probably remember that the
Great Britain
question of contingent fees has been a
frequent topic of discussion in these pages. There has always
been a question as to the desirability of permitting members of
the Institute to undertake accounting work the fee for which
would be contingent upon results. Those who have advocated
the acceptance of contingent fees have almost always based their
argument upon the contention that claims for refund or abate
ment of taxation should be regarded as an exception to the rule
and should not be prevented. On the other hand, the rules of
conduct of the Institute specifically prohibit a contingent fee of
any kind whatsoever. It has been alleged truly that American
lawyers are not forbidden to undertake legal work upon a con
tingent basis; but, on the other hand, those who oppose all fees of
that sort have referred to the rule of the English bar which is in
exact harmony with the rule of the American Institute. No
English lawyer is permitted to undertake a legal engagement on
the understanding that his fees shall depend upon the success or
failure of his efforts. Now it appears that the sentiment in oppo
sition to contingent fees is not restricted to the United States.
The Accountant, London, of August 17th quotes a resolution by
the council of the Institute of Chartered Accountants in England
and Wales which reads as follows.
“Resolved: that in the opinion of the council it is highly unde
sirable that in revenue cases members of the Institute should be
remunerated by a percentage on the amount recovered or that
they should receive no remuneration if no recovery results.
Should such a case be brought to the knowledge of the council it
would be liable to be regarded as discreditable conduct.”
Our able contemporary, The Canadian
Chartered Accountant, in its issue of
December, 1935, comments upon the
resolution of the English institute and says in part:

Canadian View of the
Matter

“While no reasons were published it may be assumed that
owing to the unfavorable impression which might easily be re
ceived by the public following a certain court action there respect
ing accountants’ fees the institute believed it in the public interest
and in the interest of members of the profession to define its
stand in this way . . .
6
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“Though it is the second case of its kind on record in Great
Britain, the other being reported in The Accountant of 5th July,
1930, it can not be assumed that the practice was ever condoned
by the profession there. When the case of five years ago was
being heard, F. W. Pixley, F.C.A., an outstanding member of the
English institute, was called as a professional witness and on being
asked ‘What do you say is the position with regard to payment by
results?’ he replied ‘That is a matter that has come up on several
occasions at meetings of the council and, from remarks I recollect
having heard, members consider it is unprofessional to accept any
matter of business on payment by results. We do not think it is
a proper thing to do.’ The leading opinion of the accountancy
profession in Great Britain, then, is that the system of payment
by results is an undignified and unprofessional method of charging
for professional services, and the prompt action taken by the
Institute in England and Wales on the recurrence of the practice
has served to clear up any possible misunderstanding on the part
of the public in that country in regard to such practice.
“As far as we are aware no situation similar to this has come up
for consideration by the profession in Canada, nor is it, we think,
likely to arise here, since the rules of professional conduct adopted
at the annual meeting of the Dominion Association of Chartered
Accountants two years ago, and now embodied in whole or in part
in the by-laws of most of the provincial institutes, make it quite
definite that such a basis of remuneration for professional services
is contrary to the ethics of the chartered accountant. ‘No
member shall render or offer to render professional service the fee
for which shall be contingent upon the findings and the results
thereof,’ is the wording of the rule, and we also note that it is one
of the rules of professional conduct of the American Institute of
Accountants.”
We see, therefore, that although Great Britain is justly regarded
as the birth-place of modern professional accountancy, it re
mained for the American Institute of Accountants first to prohibit
contingent fees and that this action was followed by the Dominion
Association of Chartered Accountants. Now the English Insti
tute in the resolution which we have quoted has taken a definite
stand which makes the rule against contingent fees of world-wide
significance and effect.
Act number 10 of the extraordinary
season of 1935 of the legislature of
Louisiana levies a franchise tax on
corporations doing business in that state. Section two of the act
reads as follows:
“If the capital used or invested in the business or enterprise of
such corporation includes borrowed capital in excess of its capital
7
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stock, surplus and undivided profits, such excess of borrowed cap
ital shall be added to the capital stock, surplus and undivided
profits as part thereof as the basis for computing the franchise tax
under this act.”

There is no generally accepted definition of the term “borrowed
capital” and there will probably be wide differences of opinion as
to what should and should not be included under that designa
tion. If the act is to stand and be the basis of administration of
a franchise tax it will be necessary to define very definitely what
is borrowed capital. The necessity for such a definition was
strikingly evident in a recent law suit in the district court of
Orleans parish where the computation of the franchise tax was
involved. A witness in that case defined borrowed capital as
follows:
“Liabilities of a corporation which are not temporary or cur
rent, but are of the following character, to wit:
Bonds.
Mortgages, including assumptions.
Matured interest unpaid.
Notes given in renewal in whole or in part or in settlement of
accounts payable.
Such part of a temporary or current loan as is not paid when
due.
Sums furnished by parent and affiliated companies or others
regardless of the age or character of the debt, which are
inconsistent with the borrowers’ ability to pay currently
through collections or earnings.
Taxes which are not paid at date of delinquency.
Declared dividends which are not paid when due.
Accounts payable past due beyond the terms of purchase.”

There is excellent reason to question the definition which we have
quoted. For example, bonds, mortgages, notes and advances
from parent companies may be borrowed capital, but it re
quires a great stretch of imagination to convert notes and ac
counts payable, taxes, etc. (which are current liabilities) into
borrowed capital the moment they become past due. The cred
itors to whom they are due would certainly not regard these items
as a loan but rather as evidence of inability to meet obligations.
The words “lend” and “borrow” seem to us to imply a willing
ness on the part of both participants in the transaction. The
items mentioned might be described as involuntary loans but they
are certainly not borrowed capital in the ordinary acceptation of
the term.
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A correspondent sends us a post card
which was apparently addressed to
every accountant in one of our great cities. It reads:
Lowest and Simplest

"What is the lowest price you can make on the simplest possible
form of audit and oblige.”
At first glance this request looks ridiculous, but in reality it indi
cates nothing more than a total lack of understanding of audit.
We doubt if the company from which it emanated would write to
a lawyer and ask the lowest price for the simplest form of contract
or to an architect for the lowest prices for the simplest possible
form of building, yet it is quite as absurd to put such a proposal
before an accountant. The best answer to the inquiry would
have been a suggestion that the inquirer indicate what he means
by audit. Does he mean anything at all? Accountants are
ready to smile at some of the communications of this general sort
which they receive, but the whole thing is due to a lack of knowl
edge on the part of the public, and it must be admitted that much
of that lack of knowledge may be laid at the door of accountants
themselves who have not taken the trouble to impress upon their
friends and acquaintances accountancy’s professional character, its
advantages and its probable accomplishments. It is a long, hard
climb to professional heights and it can not be done by blatant selfadvertisement. We believe that no accountant should advertise
himself directly or indirectly, but that every one whose interest is
in accountancy could do something to teach some other man what
accountancy is.

It has been the practically unbroken
custom of The Journal of Account
ancy to publish, in the months immedi
ately following the annual meetings of the American Institute of
Accountants, the principal papers read at such meetings. This
year one of the papers was not published in its original form be
cause it was hoped that the author would consent to elaborate his
ideas for later publication. Fortunately this hope has been
realized and we publish this month the first of a series of three
articles by George O. May, based upon the summary which he
presented at the annual meeting. The second and third articles

An Important Series
of Articles
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will appear probably in the February and March issues. We direct
special attention of readers to this series of articles which we be
lieve constitutes a most important contribution to the current
literature of accountancy.
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